
L 

. .' ,: 
g. 

I . 
I p k ,i official*e3 3 u 

, by the centraloffice.  'This provisionis included f o r  the convenience of 
the cen t r a lo f f i ce .I ti s  reasonablethat a provider group allocate the 
salarycostsassociated with the same consultanttothe same category i n  a l l  
f ac i l i t i e s  s ewed  to  avoidconfusion and s impl i fy  the job  of a u d i t i n g .  

I t  is  rearonablethat t o p  management not  be consideredconsultants 
f o r  purposes of this item i n  ordertoeliminatetheincentiveto circumvent 
the l imi t8  on administrativecoat8 and top management compensation by a1 
eating a portion of their  compensation to  o the r  coa t  ca t egor i e s  orfacilities 

The consul tan ts  en t i re  job responsibility mat be to  providethere 
consultingservice8toeliminatethepossibility of coat shift ing administra 
tivecoststoothercategotier by claimingadministrativestaff a8 
consultants . 
-specifies that, except .I provided i n  item A and E, c e n t r a lItem C

a f f i l i a t e d  or corporate office costs muat be allocated to the  adminis t r t ive 
coatcategory of each f a c i l i t y  served this i t e r  spec i f i e s  how therecosts 
are t o  be allocated. It is rearonable t o  use directident i f icat ion whenever 
possible because this is the mort accurate way t o  a l l o c a t e  c o s t s  and di rec t  
identificationisalsoconsistent with t h e  requirementsinrubpart 1. Thore 
coat$ which can be direct ly  ident i f ied w i t h  a specific operation unrelated 
to  the  fac i l i tys  opera t ion  a r t  be allocated to that unrelated operation

rat io  of expenses ?or thosebared upon the operatioar which $8 
operatioarotherthan ICPr/EB, t h e  central  office coat mat-6 C 
ween operations so that  reimbursement is not made for costs unrelated to 
ICF/HR operat ions I t  isrearonableto make this allocation on thebasis of 
expenses since expenses are common t o  a11 types of businessoperations a d  
theinformationvi11always be available. also t h e  level of expenditures
rearonablyreflectthe involvement of thecentraloffice. 

subitem 4 is  necessaryforthore ICF/Mt operations which have f a c i l i  
t i c s  both i n  minnesota and other s t a t e s  first thecentralofficecost m a t  
be allocated to minnesota ICP/HU operations and ICP/HR operations i n  other 
s ta tes .  .Then, theremaining central  off ice  costs must bo allocatedto each 
f a c i l i t y  i n  minnesotaSincecosts which can rearonably be d i rec t ly  iden­
t i f i ed  have been treated i n  that  manner, i t  is rearonablethatthe remaining 
c o s t s  i n  subitems (4) and ( 5 )  be allocateduniformlyovereach f a c i l i t y  by
resident days since,  at  this point,  each f a c i l i t y  wouldbe expected to  bene­
f i t  to the same degree. 

The method described above isreasonablesincedirectidentification i s  
thepreferred methodof assigningcoststooperatioar and that  method is  

P C used f i r s t .cos t stha t  cannot be direct lyident i f iedare  thenallocated as 
V Q 
e, a c appropriate on thebasis of expenses or residentdays Both basis of a l l o  

2 f cation produce a rearonable allocation o f  coat8 to different operations or 
e - 4 ­

s g 2  t o  d i f f e r e n t  f a c i l i t i e s  

-Item 0 .  I t  i s  reasonabletoallocate the coat of 8 capi ta l  a r re t  t o
(? t h e  f a c i l i t y  u s i n g  theasset8 because i f  the f a c i l i t y  had t o  purchase the  

asse t ,  i t  would incur  thosecosts. also costs m a t  be for  goods or services 
allowable under subpart 15. Therefore,therecosts Could not be allocated 

the f a c i l i t y  which urear i t o  any fac i l i tyo ther  than the a r r e t .  I t  is reaso-
I 	 d nable toallocatethecoat of capi ta lassetsnotdirect ly  used by a fac i l i tya,c 

J cc usingthe methods d e s c r i b e  i n  Item C and tosimplifytheallocation pro­;$ cess b y  u s i n g  similarprocedures whenever poss ib le  
T - m F  
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Statementof Need: 

I t  is n e c e s s a r y  t o  a l l o c a t e  t h e  f a c i l i t y ' s  c o s t  of providing goods or 
s e r v i c e s  to  a r e l a t e d  o r g a n i t a t i o n  or non-relatedorganizat ion so t h a t  i t  i s  
poss ib l e  t o  i d e n t i f y  t h o s e  c o a t s  a t t r i b u t a b l e  t o  thoseorganisa t ions  and 
sepa ra t e  them from IC?/m coa t s .  

Reasonableness: 

Subpart 5 s p e c i f i e s  t h a t  d i r e c t  and i n d i r e c t  c o s t a  of goodsand ser­
vices  provided  for  re la ted  and nonre la ted  organiza t ion  =st b e  d i r e c t l y
a l l o c a t e d  t o  t h a t  o r g a n i z a t i o n  so t h a t  t h e y  can c l e a r l y  bo  iden t i f i ed  am 
nonallowablecosts.  I t  i sreamonabletha tthesecoats  are not allowable 
coatsbecausethey are notcoa tsincur red  io  providingICF/mservice# 
w i t h i n  t h e  f a c i l i t y  andshouldnotbereimbursedbythe medical a s s i s t a n c e  
programthroughtha tfac i l i ty ' s  payment rate. 

P a r t  9553.0030. Subpart 6*  ?avo11 T u  .Id fringe benefit Coat Allocation. 

Statement o f  Need: 

I t  is n e c e s s a r y  t o  a l l o c a t e  p a y r o l l  t a x e r  and f r i n g e  b e n e f i t s  t o  e a c h  
o ftheo the rope ra t ingcos tca t egor i e sino rde rtoinsu re  t h e  proper
r e p o r t i n t  of compensation. I t  is also necessa rytospec i fy  a method f o r  
a l l o c a t i n g  p a y r o l l  taxes and f r i n g e  b e n e f i t  c o s t a  among opera t ingcos tca te - .  

?e\ g o r i e s  so t ha t  p rov ide r s  know how t h i s  is t o  be done.q;% Reasonableness : 

0, < a l l o c a t i o n  of coa t sr epor t edinthef r ingebene f i t s  and payroll t a x  

.x i 
cos tca tegory  is donebased on t h e  r a t i o  of allowable salary c o s t s  .in each 

c ' Q

'=- n d  of t heo the rcos tca t egor i e sbecauseth i s  is  cons is ten twi thGenera l ly
5 Accepted Principles.Accounting 

C! a. e,.- I-' 

: E 2  V. determination 01 ALLOWABLE COSTS - Part 9553.0035 

1 1  

I I 'fl Part 9553.0035 Subpart 1. AllowableCostsq' / L / Statementof Need: 
I I K  

X ­
t h a td Minnesota Statutes,  s e c t i o n  2561.501, subdiv is ion  2, r e q u i r e s  t h e  

conmissionerestabl ishproceduresandrulerfordeterminingraterto  be paid
L 


Q Q, by  t h ed e p a r t m e n tt of a c i l i t i e si nt h e  medical assistance Protram. These 

-, cr; 5; 	 r a t e s  must be bared upon methods and standardswhichprovidefor "the c o s t s  

that  must be incurred."Furthermore, t he  l e g i s l a t u r es t a t e d  t h a t  rates must 

-1 9-



be adequate t o  provide f o r  costsincurred i n  "eff ic ient ly  and economically 
operated f ac i l i t i e s . "  The statutealsoindicatesthatthetules"shall spe­
c i f y  thecoststhatareallowable for payment through Medical Assistance." 

The Department is  obligated to make 8 determination O f  what costs are 
allowable by holding such costs to a standard of necessity which relates  to  
residentcare. The department serves as a buyer of services on behalf of a 
dependentpopulation and maintains fiscalresponsibilitytothetaxpayers of 
thestate of Minnesota and to  t h e  federalgovernment A cleardefinit ion of 
allowablecosts is essent ia l  i n  a cost-basereimbursement system.Other­
wise, t h e  Medical Assistance program wouldbo accepting any coots a0 
necessary and mightbe assumin8 a financing burden for coat0 that are unre­
latedtoresident care. Part 9553.003S establishes procedure8necessary to  
make a determination of allowable costs and, part 9S53.0036 details  thore 
specific costs.  which are t o  be disallowed 

Subpart  1 state0 as basic policy that only allowablecosts may be used 
t o  compute the to t a l  payment rate.  It is reasonablethatnonallowablecoots 
not be included i n  the payment ra te  since t o  do so would providepublic 
payments for items which are not related to resident care or are othervise 
notallowed b y  federalrequirements,statestatutes,orpublicpolicy. 

Part 9553.0035 Subpart 2. licensure a d  cer t i f ica t ion  costs 

Statement ofNeed: 

In  ordertoprovide ICP/Mt services,requirements for licensing and 
cer t i f ica t ion  under applicablefederal and s t a t e  laws, federalregulations, 
s ta te  ru les ,  and localstandards -st be met by the  fac i l i t i es .  The cost of 
meeting theapplicablelicensing and certif ication standards are allowable 
costs. 

Reasonableness: . .  

Medical assistance pays forcosts"that must be incurred" i n  order t o  
provideservices. Without l icenses ,thefaci l i ty  cannotprovideservices. 
Without cer t i f ica t ion ,  t he  f a c i l i t y  cannotget Medical Assistance reim­
bursment.Therefore,thecost of meeting theapplicablelicensing and cero 
t i f icat ion costs  are  "costs  that  =st be incurred" and so qualify as 
allowablecosts. In addition, 42 CFR 667.253 providesthatstates par 
t ic ipat ing in  t h e  medical assistance program and receivingfederal funds 
must make assurancesthatfederalhealthstandardsarebeingmaintained 
Sincethefederalstandards and otherstatehealthstandard8arelegally 
mandated and essent ia l  to  res ident  care ,  i t  is  necessary and reasonableto 
allow such costs i n  therule. This subpartrefersgenerallytothecosts 
incurred by  f a c i l i t i e s  t o  meet therequitemantssetsby governmental agencies
and is notlimitedtothecosts of obtaining a license. Howaver, such 
license fee costsareallowable undertherule. 
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Part 9553.0035 Subpart 3.  se rv icescos t s  

medical Assistance pays for coststhat must be incur red  t o  provide ser­
vices.Itisnecessary t o  specify i n  the rule thecosts of service 
including program, administrative, and propertycosts, which will be 
allowable. 

reasonableness 

Subpart 3 specifiesthatcost  of servicesareallowable and indicates 
which coatsareconsideredcosta of service$ which "-st be incurred" and 
are thereforeallowableforthe purpose of r e t t i ng  f ac i l i t y  payment rates. 
I t  is rearonablethat such information be specified so thatproviders know 
which costs are allowable The definit ions of and limitations on what is 
included i n  servicecostsarecontained i n  part and arereferenced 
i n  thissubpart. See part of theStatement of Weed and 
reasonablenessfortheredefinitions and l imi t a t ions  

Statement of Need: 

Subpart 4 requires that income oradjustment to  costsreceived by the  
f a c i l i t i e s  which relate to costs incurred by the  fac i l i ty  must bo applied to 
reduce or offse t  such expenses t o  tho exteat t h a t  thecoat to  which tho c r e  
dits apply was claimed as a f a c i l i t y  coat. this provision is necessary t o  
preventduplicate payments forthe $8- costs so that  t h e  s t a t e  and federal 
governments arenot payin# for t h e  # a n  costsfor which t h e  facil i ty ha$ 
already been, compensated . 

However, i t  is also necessary t o  allow g i f t s  and donatioar from non­
governmental source$ t o  beexemptedfrom thisprovision so thatthebenefits 
of receiving such g i f t s  or donations r e v i n  i n t a c t  and f a c i l i t i e s  have an 
incent ive to  ra ise  funds. 

Payments made by the commissioner t o  theproviderfor approved services 
' f o r  verydependentpersoar with special needs are exempted from this provi­

sionsincetheadditionalcoat of providingservice; t o  very dependent per­% "/8" t 

sons w i t h  special needs is not an allowablecost under theseruleparts. 
c a 

I' Reasonableness: 
1 

I t  is rearonableto reducethe fac i l i ty ' s  cos t  by any income oradjust­
.uti

p i  
0 LL 

ment re la ted to  thore col t# ,  so that  the state and federal governments are 
KL not paying for costsfor which thefac i l i ty  has already been compensated or 
a a ; a  forcoststhatareotherwise' c '* a 

.-
. be used to  pay for net coats. 

reduced. I t  is reasonablethatpublic funds 
I 
i *  

Because the. s t a t e  wants t o  encourage fund raisingsince it  benefits 
. residents and fund raisingcosts are nonallowable coats,  i t  isreasonable 

to  exempt g i f t s  and donatioar from nongovernmental sources from this p r i n ­
-r' ciple .  

I d 
c a, 

L
J r T  Sinceexpendituresservicesthe for for very dependent persons w i t h  

2 special needs are nonallowable costs,theincowreceived by thefaci l i ty
m5 5 i;: shouldnot be used tofurther reducethe faci l i ty 'scoats .  To do so would 

be unreasonable and violatetheprinciple which statesthatapplicablecre­
d i t s  are offset  to  costs  o n l y  i f  thesecoats were claimed as faci l i ty  costs .  
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Part 9553.0035 Subpart 5. D o c u r n t a t i o n .  

S u b p a r t  5 spec i f icstherequi rement  for documentation t o  supportcosts  
used t oe s t a b l i s ht h e  payment ra te .Author i ty  for theserequirements  is 
conta inedinminnesotaSta tu tes ,sec t ions  2568.501 and 256B.27. 
Documentation t o  suppor tcos ts  i s  necessaryinorder  t o  f a c i l i t a t e  any 
review ofrecordaby the a u d i t o r s  t o  d e t e r m i n e  t h e  v a l i d i t y  o f  t h e  t r a n s a c ­
t i o n  and i t ar e l a t i o a r h i pt of a c i l i t yo p e r a t i o n s .G u i d e l i n e sf o r  document 
t a t i o n  are e s t a b l i s h e di n  items A, 1, c, and E. 

Reasonableness : 

-Item A e s t a b l i s h e s  t h e  g u i d e l i n e r  for what w i l l  cons t i tu teadequate  
documentat ion 

subitem 1. I t  i sr ea ronab le  t o  requirethatsuchdocumentat ion be 
m a i n t a i n e d  i n  o r d e r l y  f i l e r  a 0  t h a t  t h e  t a s k s  of auditing and adminis t ra t ion  
can be e f fec t ive ly  per formed.  

subitem 2. Since a provider  MY own more than  on. f a c i l i t y ,  it i s  
n e c e s s a r y  t o  r e q u i r e  t h a t  p r o v i d e r s  k e e p  f a c i l i t y  f i l e r  r e p a r a t e  u n l e s s  a 
combination of f i l e r  would not  h indert rac ing  a t r ansac t ion  when aud i t ing  is 
done 8 

subitems 3.  & 4. It  is rearonable to  r equ i r etha tp rov ide r sma in ta in  
thedocumentsl is ted so as t o  enabletheDepartment t o  a s ses s  the  cos t s  
incurredanddeterminetheirreasonableness  .ad r e l a t i o n s h i p  to  r e a i d e a t  
ca re .I fp rov ide r s  were allowedtodisposeofsuchdocuments A t  t h e i r  
d i scre t ion ,thedepar tmentaudi tors  would b e  u n a b l e  t o  v e r i f y  c o s t s  

subitem 5. Minnesota s t a t u t e ss e c t i o n  256B.27, subd iv i s ion  1 
a u t h o r i z e sthe commissioner t o  r e q u i r e  any r e p o r t s  i n f o r m a t i o n  .ad aud i t a  
of medical vendorswhichhe deems n e c e s s a r y  He also hasgeneralauthori ty , ,  
as providedunder Minnesota s t a t u t e s  I 256b.04, subd iv i s ion  2, t o  make uni­
form rules and r egu la t ionsfo rtheMedica la s s i s t ance  program. It i s  reason­
a b l e  t o  r e q u i r e  f a c i l i t i e s  t o  keeprecorda t o  suppor tthef ive  mort recen t  
annualcoa trepor t s  so tha ttherecords  are a v a i l a b l e  f o r  f i e l d  a u d i t  on a 

' 	 fouryearschedule.MinnesotaRule,part  9500.0930, subpar t  4 has a s i m i l a r  
requirement. 

Item B spec i f i e r  t he  in fo rma t ion  which a r t  be maintainedto document-
c o s t sf o rc o n s u l t a n t ,p r o f e s s i o n a l  or purchaseserv icecont rac ts .  I t  is 
reasonable t orequ i r etha tp rov ide r sma in ta inthel i s t eddocumen t s  so t h a t  
recorda may beaudi ted t o  determinewhetherthe service war a c t u a l l y  p r o
vided ,whetherthecoatofserv ice  was an al lowablecost , ,  andwhetherthe 
c o s t  was rearonable  . 

' . Item C indicate ,thatdocumentat ion - a t  a180 be adequateto.support  
c o s t aa t t r i b u t e dt oc o m p e n s a t i o n  The Department is o b l i g a t e dt o  know t h e  
s e r v i c e s  for which it pays.  Compensation coats  are among t he  moat s i g n i f i  
can t  componentsof c o s ti n  t h e  p rov i r ion  of s e r v i c e sT h e r e f o r e ,  i t  
i s  necessary t o  requi rethedocumata t ionofsuchcos ts .  I t  i sreasonable  
torequ i r etha tsuchpayro l lr eco rda  be supported by time recordasince it 
i s  incumbentupon theDepartment t o  a sce r t a intha tva luerece ivedi sequ iva -
Lent t o  v a l u e  compensated. 



, 

The allocation of salar ies  to  more than one Cost ca tegory  is  permitted 
under part 9S53.0030. I t  is, therefore,  necessary and reasonable t o  require 
documantation of such allocation. 

Part 9553.0035 Subpart 6. compensation for  ?errom1 s e r v i c e s  

Statement of Need: 

Subpart 6 deala with thedetermination of allowablecoat8 of personal 
service.Specificconrideration of compensation for  personal services is 
necessary because labor costs compose about 70 parcoot of f a c i l i t y  expenses 
and increases in wage ra te r  and fringe benefits bare a dramatic effect on 
averagedailycosts(Policy analysi series No. 6, 1982: p. 6.) It i s  
necessary to  itemizethe component8 of compensation so t h a t  ICFr/?R vendors 
have guidance a8 t o  what constitutesallowablecompensation 

Reasonableness : 

-indicate8 what is included i n  compensation I t  is reasonableItem A 
thatthedepartmentprovide such guidance.Vacation and r ick leave are  con­
sidered compensation only if the employer i s  ves t ed  I t  is notrearonable 
for  the s ta t0  to  make payment for vacation and rick loare bard  upon e s t i  
mated future coat8 when there benofits may never be paid duo t o  staff tur­
nover. Although under generallyacceptedaccountingprinciples compensation
includesaccruedvacation and rick leave benefits and notmerelyvested 
amounts, Financial Accounting Standard8 Board (?Ma),  Standard No. 43, per­
mits regulatedindustriestodeviate from thostandardforrateretting pur­
poses. In addressingthe peed for and reasonableness of a similarprovision
i n  Rule S O ,  Judge lunde concluded "sincetherule is designed to  pay actual, 
currentcoats, i t  is  concluded thatthe Department'sproposal t o  pay only 
for vested sick leave and vestedvacationbenefits is a necessary and rearno­
nable oneand thatthe Department is notrequiredto fund accrued benefits 
which  m y  never be paid." ( h a d e  Report, 1985: p. 30 . )  

item 8 requiring a writtenpolicygoverning paymentof compensation i s  
necessary toassurethatthe payment ra te  ref lect8 actual  time spent and 
services provided and thatthelevel of compensation is rearonableforthe 

0 1. . type of services providedindividual.the a u -
E c C G  

insurea a o  Item C is  necessary to that unnecessary service is  not compen­
+ - c u

2 2 ;  sated.  this  is rearonable because Hininerota s t a tu t e ssec t ion  2S6B.501, 
I subdivision 2, authorizesthe commissioner toprovideforthecosts t h a t  

: mustbe incurred forthecare of residents . 
Item D insuresthatthestate pay8 for actual and necessary workand 

+E -6 that  employees receivethe compensation i n  a timely mannor. Without this  
c d requirement a provider may incur a coat and receive reimbursement which i s  r 
r u not  thenpasred on. this  reimbursement is incorrectlyretained by tho f a c i la
-


a J a ,  i c y  t o  the detriment of thepublic,residents and the employees. The 122
? E  d a y  time period isselectedto be consistent w i t h  the time allowed f a c i l i t i e s
3- CT) a 

t o  complete the i r  costreports,including a possibleextension. See part  
9553.0041, subpart 9. 
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Item E specifies that  reimbursement f o r  services provided on a part­
time basis be proportional t o  that  compensationpaid forservices rendered 
on 8 full-timebasis so thatpart-timeserviceprovision is proportionally 
no more or less renumerated than full-timeservice. 

Part 9553.0035 Subpart 7 .  Limitation0 on Relatedorganization Coots. 

Statement ofNeed: 

Subpart 7 deals w i t h  allowable coots attributed to related organization 
tions. A "relatedorganization is one which possesses a colon  ident i ty
w i t h  theproviderseeking reimbursement under t h e  Medical assistance 
program. That common identity MY be expressed i n  t e r m  of legalomerrhip 
or actualcontrol. It i o  necessary totakeinto account the costs which may 
be attributedtorelatedorganizations i n  order t o  prevent the payment of 
p u b l i c  funds foract ivi t iesunrelatedtoresident  care. Iftheprovider
seeks payment forcootoincurredintransactions with related organizations 
i t  is necessarytoinsurethatthose COOLO arenotexcessive when compared 
t o  t h e  prices of comparable services purchased i n  an arms-length transactions 
t i o n  The relatedorganizationcoots -st notinclude a mark-up or prof i t ,
since these transactions are equivalent to doing business with oneself. 

I f  the related organization malea t o  omrelated organizations c o n s t i  
t u t e  a t  l ea s t  SO percent of annual sales of similar item 01 s e r v i c e s  
then it i s  necessarytorecognize the price charged to amrelated organiza­
tionssincethe Department wants toinsurethat it payo forthecooto o f  
goods and servicesobtained a t  competitiveprices 

Reasonableness : 

I t  is reasonabletorecognizechargesfor goods and services from unre­
lated organizations because it may be a s s u r d  t h a t  such goodo or services 
areacquired i n  a marketplace of arms-lengthtransactions It i o  ala0 
reasonabletorecognizechargerfor goodo and services from a related organ­
ization which does a t  l e a s t  SO percent of i ts  business wi th  unrelatedenti­
tiessincethecompetitive market is a reliableindicationthatpricing is  
notcontrolled. 

Subpart 7 does notpurportto ban theuse of alternative business enti 
t i c s  nor does i t  seek to invalidate a11those costs attr ibuted to transac­
tions between a f a c i l i t y  and its relatedorganizations The subpart
subjects such coststoreasonableoversight i n  ordertoenablethe Depart­
ment t o  regulatethetransactions between such ent i t ier  for  the purpose of 
determiningallowable costs. 

Subpart 7 state.thatcostsapplicabletoservices,facil i t ies,  or 
. 	 suppliesfurnished by a relatedorganization are includable a0 allowable 

c o s t s  i f  such coots d o  not exceed theprice of comparable services,  facil i­
t i e s ,  or supplier purchased elsewhere The requiremat is similar to 42 CFR 
i 405.427 which is used by thefederal government t o  govern payments to  
relatedorganizations under the Medicare Program. 

The subpartestablishes SO percent as a thresholdfigure because sales 
which exceed SO percentvi11subjecttherelatedorganizationto market 
controlsresult ing from arm-lengthtransactions. The proposed rule is  
designed to  encouragearms-length transactions. 

Supercedes * Date Appr. M-a.a-ar 
State rep In. m I Date Eff. 
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Part 9553,0035 Subpart 8. Capitalization. 

Statement of Need: 

reasonableness : 

I t  isrearonabletospecify how assets  are t o  be capitalized, and t o  
establish a thresholdfor an arret t o  be claimed am a current expenre. The 
standard used is  s imilar  to  that  employed i n  rule parer 9549.0010 to  
9549.0080 and to  tha t  used by Medicare for i t a  coatfindings i n  the Medicare 
Program. (See Medicare Provider reimbursement Manual ECtA-Pub. 15-1, rec­
tion 108,) also since the  departmentsauditors and theprovidersaccoun 
tants often work withboth the  nutring home d IC?/n ra te  re t t ing  pol ic ies  
it 18 important and 1.80 confusing t o  have the standardsforCapitalization 
of a s s e t s  # h i l a r .  In t h e  long run, this would have theeffect  of  reducing
appealssince a significant body of decisionscould be employed t o  i n f o r  
mally resolvedisputes on whether or not an asset should bo expenred i n  the 
yearacquired .or capitalized. While other methods could have been proposed
the department believer that  this  method is a reasonable one d will result  
i n  uniformity amerg providers and programs 

statement ofNeed: 

S a w  working capi ta l  is necessary t o  financethe cash flow needs of 
f a c i l i t i e s .  The need for working capi ta l  is rowtimerprecipitated by the 
approximately 20-day lag i n  Medical assistance payment8 following t h e  month 
theservice war actually provided. 

Reasonableness : 

The need. for working capi ta l  should decrease under the  provisions of 
the proposed rulesincethe payment ratetheprovider w i l l  receive, w i l l  be 
establishedpriortothe beginning of the rate year. Iftherule is adopted 
as proposed,the need for working capi ta l  should be greatly reduced i f  the 
facil i typroperly manages i ts  expenses The rearonfor this i s  thecumula 
t ive effect  of posit ive cash f l o w  i n  the f i r s t  p o r t i o n  of therateyear 
which, when properly managed provide a decreasing need for working capi­

v n  thepi'
1 

ta l .Par t  9553.0060, subpart 3, item 1, providerprovider wi th  the 
a, n * ­cr: L: appropriateincentivesinceinterest income earned is notsubjecttooffset. 
+ C '  	 The payment ra te  is an average rate forthereportingyear or theinterim 

period and t h e  expenditures for many itemsincluded i n  the rate such as 
sa l a r i e s  supp l i e r ,  and purchased services tend t o  be greater  i n  thelast 
half of thereportingyearor t h e  interimperiod. The result  is  that ,  t o  a 
certain extent,  the payment rate results in  a positive cash flow duringthe 
f i r s t  pa r t  of thereportingyearortheinterimperiod. A h 0  mort items are 
not requiredto be paidout on a d a i l y  b a s i s  For example salar ies  

?t ­
0- A r- -_ generally 1.8 t h e  incurrence of the l i a b i l i t y  by two tofour w e k a .  Items 
4 ,& such a8 realeatatetaxerare paidsemi-annualy 

mort supplies andc ­a a, employee benefits may be paidquarterly.Additionally,
and payrolltaxer and other 

ZIi 2 F' 	food expenses do notrequire payment for  a t  leaat  30 day, from thedate of
purchase.Therefore,theactual need for working capi ta l  i s  greatly 
reduced. Working capi ta linterest  expenre forelevenfacil i t iescurrently 
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on anin t e r im rate  .19 percen tto  8.32 percen to fto t a lope ra t ingcos t s .  of 
those f a c i l i t i e s ,o n l yf o u r  arc over the limit e s t a b l i s h e d  i n  theseproposed 
rule  parts (1.64%, 2.72%, 8.00%, and 8.32%). The average for t h e  remaining
f a c i l i t i e s  is  .3percent.Therefore,  i t  is r easonab leto  es tabl ish t h e  
estimated need forworkingcapi ta lin te res texpensedur ing  the  in t e r im  
period a t  1 percent  of t o t a lope ra t ingexpenses .  For t h e  yearfollowing t h e  
se t t le  up, it is reasonab leto  limit working c a p i t a l  i n t e r e s t  expense t o  80 
percentofthe amount allowedduring the  in t e r imper iods incethe  need f o r  
working capi ta l  should decrease o n c et h ef a c i l i t y  is f i l l e d  upand the 
o p e r a t i o ns t a b i l i z e d .  

For e x i s t i n e  f a c i l i t i e s ,  t h e  rule proposesspec i f i c  limits onlyduring 
ca lendaryears  1984 and 1985. Af t e rtha t ,work ingcap i t a l  w i l l  be limited 
only by the overall limit placed on admin i s t r a t ive  costs. This  is  reason­
able t o  i n s u r e  t h a t  t h e  h i s t o r i c a l  base uponwhich t h e  limits are based are 
no t  i n f l a t ed  by  excess ive  amounts of working c a p i t a l  i n t e r e s t  expense 

?ut 9553.0035 Subpart 10 Retireant contribution 

Statementof Need: 

Ret i rementcont r ibu t ions  are an important employee b a n i f i t  which i n  
add i t ion  to  p rov id ing  fo r  r e t i r emen t ,  encourage  employees t o  maintain 
employment i nt h ef a c i l i t y .R e t i r e m e n tc o n t r i b u t i o n s  are allorable costs 
however i t  is  n e c e s s a r y  t o  limit thesecon t r ibu t ions  t o  n e t  the coat  coo­
tainmentmandates of t h e  l e g i s l a t u r e  m i n n e s o t a  s t a t u t e s  section 256b.501, 
subdiv is ion  3)  . 
Reasonableness : 

To meet leg is la t ivecos tconta inmentmandates ,  i t  is t e a s o u a b l e  t o  limit 
the  r e t i r emen t  con t r ibu t ions  t o  t h e  c o s t  o f  e i t h e r  a united Stat- I n t e r n a l  
Revenue Serviceapprovedpensionplan or prof i tshar ingplan ,butnotboth .  
Add i t iona l ly ,thedepa r tmen tbe l i evesth i s  is  reasonablesincesuchplans 
aregoverned by f e d e r a l  law and the reby  a f fo rd  the  employees the pro tec t ion  

. and ves t ingrequi rements .es tab l i shedthere in .  

Part. 9553.0035 Subpart  11. therapeutic overnight t r i p s

$1 44 Statement of Need: 

As part of the process  of c r e a t i n g  a normal l ivingenvironment for the 
- t ICFs/MR r e s i d e n t ,r e s i d e n t s  are taken camping o r  on v a c a t i o n s .F a c i l i t i e s‘ 

p i  arc a l l o w e dt ou s es p e c i f i e df a c i l i t yr e s o u r c e sf o rs u c h  trips. Additional-
L‘ a
aJ a &  l y ,  up t o  5300 per  year per r e s i d e n tf o r  fees, t r ave l ,l odg ing ,  and meals 
!x e is  an al lowable expense. 
a m a ,  
a m 5 
C * a Reasonableness: 

9I .  	 I ,I 
I t  i s  recognizedtha tres identvaca t ionscan  be a l e g i t i m a t e  p a r t  of a 

f a c i l i t y ’ st h e r a p e u t i cp r o g r a m  and as such are an a l lowab lecos t .  However, 
& i t  i s  r e a s o n a b l et o  limit the  amount a l lowedfo rt r ave l .  The $300 limit was 

’ r: a h i s t o r i c a lb a s i si n  t h e  previous rules (Rule 53 Temporary,). The o r i g i n a l
1 ­... a 6 $300 limit vas a r r i v e d  a t  a f t e r  d e l i b e r a t i o n  w i t h  p r o v i d e r s ,  a d v o c a t e s  and 

’, $ agency s t a f f .  I t  i s  reasonable  to  c o n t i n u et h i s  
2561.501,LL mandate for cost  (Minnesota  sect ion 

limit g i v e nt h el e g i s l a t i v e  

0 5 %  
containment  Statutes ,  sub-

I cn 5; d i v i s i o n  3 ) ,  and cons ide r ingtha t  a l a rgepor t ion  of t h e  c o s t  for these  
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a c t i v i t i e s  such as staff  s a l a r i e s ,  s u p p l i e s ,  and equipment is reimbursed 
e l sewhereinthese  rule p a r t s .  

Part 9553.0035 Subpart  12. Preopening c o s t s  

Statementof Need: 

Preopeningcosts are thoreopera t ingcos ts  which are i n c i d e n t a lt o  the 
i n i t i a le s t a b l i s h m e n t  of an ICFh4U. The coatimmediatelybeforeopening 
t h e  f a c i l i t y( w i t h i n  30 d a y s  are expensesof t h e  i n t e r i m  period. Generally 
the greater propor t ion  of preopeningcosts  are incur redwi th in  30 days pre­
ceedingopeningof the f a c i l i t y  and r e p r e r e n ts t a f f  time necessary f o r  
in te rv iewing  and h i r i n g  the  facilitys per roane landacqu i r ingin i t i a l  food 
and supply items 

Reasonableness : 

-Item A. Since much of t h e  preopeningcoat8 associated with opening the 
f a c i l i t y  are i n c u r r e d  j u s t  p r i o r  t o  opening the  f a c i l i t y  and more d i r e c t l y  
relate t o  t h e  in t e r imper iod ,  it is rearonable  there costs should be con­
sidered expenses of t h e  i n t e r i m  period. I 

I t e m  B. Other  Preopening costs which are incur red  =re than  30 day8 
p r io rtoadmiss ionofre s iden t#  t o  t h e  f a c i l i t ys h o u l db e  .rottired. It i s  
r e a r o n a b l e  t o  amortize there Preopening costs becauseparmit t in8 the  
expearing of there c o s t s  i n  one period may r e s u l t  i n  t h e  d i r t o r t i o n  of the 
f a c i l i t y ' s  o p e r a t i n g  c o a t  payment race which is used a# the basis f o r  rub­
sequent rate r e t t i n g  p u r p o s e s  

Item C. Preopeningcostadonotinclude property-related costsbecause 
al thoughMayof the  proper tycoa t8  are i n c u r r e d  p r i o r  t o  t h e  openin8of t h e  
f a c i l i t y ,  p rope r ty  cos t a  are handleddi f fe ren t lyforpurposesof  payment.
The h i s t o r i c a l  c o a t 8  of c a p i t a l  arret# are reimbursed over a longer time 
period as  i n  part 9553.0060. 

P a r t  9553.0035 subpar t  13, r e s p i t e  care 

* Statement Need:of
%&I, 1 

Resp i tecare  is de f inedin  part 9553.0020 subpar t  44. It is necessary 
t o  desc r ibe  how there coa t8  andday8should be treated for reimbursement 
purposes 80 that providersof fer ing  t h i s  s e r v i c e  know how the expenses and 
r e s i d e n t  days associated` wi th  respite c a r e  are treated. ..-

P i ' 
v i ;
aJ C i Z  Reasonablenear : 
c; e. w 
c, c ? '  
.+a e 4~

r \  i: I t  is reasonable t h a t  there coat8 cos ta  and theshould be a l lowable  n c! z 	 days  of serv iceshould  be counted a8 r e s i d e n t  day8 mince the c o s t a  and days 
r ep resen tse rv ices  similar o r  comparable t o  t h o r e  provided t o  t h e  f a c i l i t y ' s  
other r e s i d e n t s .  

1 Part 9553.0035 Subpart  14. Top management compensa t ion  
.. c- -
O-	 ., Statement of Need: 

C i C J  
I d  LT 

G LE 2  I t  is n e c e s s a r y  o r d e re n s u r e  
.-d- 3 2  t o  limit top  management compensation i n  t o  

2. (I) that payments made bythe  Medical Assis tance Program are limited t o  chore 
c o s t s  t h a t  must be incur red  for r e s i d e n t  care. These rule parts provide 
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